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Macro: Economic growth regained momentum in the last quarter

In 2024Q4, GDP grew by 3.0% yoy, in line with our forecast and the average market expectation, and by 1.7%
gog in seasonally and calendar-adjusted terms. Thus, after two consecutive quarters of limited contraction,
economic activity rebounded with a strong increase. In 2024, growth slowed down to 3.2% (2023: 5.1%),
which is below the MTP forecast of 3.5%.

The main driver of both annual and quarterly growth in 2024Q4 was domestic demand. Thus, the rebalancing
process that was thought to have started after the third quarter data did not continue in the last quarter.
Both private consumption and investment expenditure contributed to the strong performance of domestic
demand. On the other hand, the negative contribution of net exports was due to both the fall in exports and
the rise in imports.

Domestic demand was also the main driver of growth in 2024 as a whole, contributing 2.1 percentage points.
In addition, private consumption growth continued to outpace GDP growth, albeit at a much slower pace
than in previous years. The decline in gold imports also played an important role in the positive contribution
from net exports. Growth in investment in machinery and equipment turned negative after 5 years. On the
production side, the slowdown in growth came from industry and services, while the contribution of the
construction sector to growth increased due to construction activity in the earthquake zone. To sum up,
although economic activity slowed down after the tightening measures, it was observed that activity picked
up before sufficient rebalancing among demand components was achieved, and items related to the
productive capacity of the economy (industry and machinery and equipment investment) were more
adversely affected by the tightening measures.

In the current conjuncture, where unemployment is quite low and sectoral divergences are evident, it is not
easy to draw conclusions about the level of the output gap; therefore, we believe that an approach that
reflects the dynamics of the current period is needed. In this period, indicators of the output gap, which we
define as a combination of the goods/services market, the credit market and the labor market, suggest that
demand conditions are not as disinflationary as the CBRT believes.

High frequency data suggest that the economy will continue to grow in the first quarter of 2025. According
to the output gap path of the CBRT Inflation Report, the year-end inflation forecast of 24% is consistent with
moderate, sub-potential growth of around 2.5%. The current outlook, on the other hand, implies a growth
rate of 5% and above, unless policy is tightened.

In 2024Q4, annual GDP growth was 3.0%, in line with our forecast and the average market
expectation (Chart 1). Calendar-adjusted annual growth was 3.1% in the final quarter. In seasonally
and calendar-adjusted (s.a.) terms, GDP grew strongly by 1.7% qoq, following slight contractions in Q2
and Q3 (Chart 2).

Data for the first three quarters of the year were revised slightly. Annual growth was revised up from
5.3% to 5.4% for Q1 and from 2.1% to 2.2% for Q3, bringing annual growth for the first three quarters
of the year from 3.2% to 3.3%. Quarterly growth (s.a.) was revised from 1.2% to 1.0% for Q1 and from
-0.2% to -0.1% for Q3.

Accordingly, growth slowed from 5.1% in 2023 to 3.2% in 2024. The MTP forecast was higher at 3.5%.
We calculate that the CBRT's output gap forecast implies a growth rate below 3% for 2024. In our view,
realised annual and quarterly growth is likely to change the CBRT's output gap forecast.

In 2024, GDP in USD terms increased by 17.0% to $1.32 trillion. Thus, GDP per capita increased from
$13,243 to $15,463.
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Chart 1. GDP (y-o-y, %) Chart 2. GDP (seasonally adjusted, g-o-q, %)
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Production Side:

In the final quarter of 2024, all sectors recorded annual growth and made a positive contribution to
growth (Tables 1 and 2). Construction, which has been growing faster than other sectors over the last
1.5 years as a result of reconstruction work in the earthquake zone, was again the sector with the
highest growth in the final quarter, at 8.7 %. Agricultural value added grew by 4.7 %, while we calculate
the total value added growth of all services to be 2.4 %. Within services, core services (wholesale and
retail trade, transport and storage, hotels and restaurants combined) recorded a higher growth rate of
3.2 %. The lowest growth rates were recorded for real estate activities, 'professional, administrative
and support services' and 'public administration, education, health and social work'. Industrial
production recovered strongly in November and December, rising by 2.2% yoy in the last quarter.
(Macro: Industrial production - December 2024). Industrial value added, on the other hand, increased
by 1.4% yoy, which was lower than production. Net taxes increased by 10.4% yoy.

Quarterly growth (s.a.), like the annual growth outlook, was spread across sectors (Table 1). While
construction and industrial value added stood out with 2.8% and 2.6% increases, respectively, the 1.1%
and 1.0% increases in total services and agricultural value addeds, respectively, led to a more limited
quarterly growth. The quarterly increase in net tax item was realised as 4.9%. Among the sub-items of
services, core services posted a stronger increase by 1.9%, while finance and insurance, which grew by
2.1% in the previous quarter, recorded a partial correction (-0.4%).

Chart 3. Value Added by Sectors Chart 4. Value Added by Sectors
(seasonally adjusted, 2009=100) (seasonally adjusted, 2009=100)
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Due to the chain indexation method used in the calculation of national income, the quarterly and
annual growth rates obtained from the sum of sectors are not the same as the quarterly and annual
growth rates announced for GDP. By the bottom-up approach, we calculate the annual and quarterly
growth rates at 3.5% and 1.9%, respectively, i.e., stronger than the announced changes.

Table 1. The Growth of GDP and Sub-ltems from the Production Side (%)

Annual Growth Quarterly Growth (seas. adj.)
2024-Q1 2024-Q2 2024-Q3 2024-Q4 2024-Q1 2024-Q2 2024-Q3 2024-Q4

GDP 5.4 24 2.2 3.0 1.0 -0.2 -0.1 1.7
Agriculture 3.8 3.7 3.7 4.7 1.8 0.7 0.7 1.0
Industry 4.1 -1.5 -2.1 1.4 1.4 -2.4 -0.5 2.6
Manufacturing 3.4 -2.8 -2.9 1.4 1.5 -3.1 -0.4 2.9
Construction 11.3 6.3 11.1 8.7 3.3 -1.4 3.2 2.8
Services 4.3 2.5 2.0 24 2.1 -0.2 -0.2 1.1
Core Services* 4.3 3.5 1.7 3.2 2.7 0.2 -1.3 1.9
Information and Communication 4.5 3.9 2.2 3.2 3.9 0.3 -0.5 0.7
Financial and Insurance Activities 6.8 1.4 8.5 3.3 2.3 0.2 2.1 -0.4
Real Estate Activities 23 3.7 2.5 1.3 0.1 1.1 0.2 0.3
Profes.. Adm. and Support Services 5.7 0.6 -0.3 0.2 4.8 -4.4 0.0 0.4
Public Administration** 4.5 0.4 11 1.3 0.4 -0.6 1.1 0.6
Other Services 1.0 1.2 -2.2 3.6 -1.2 0.8 -0.1 2.3
Net Taxes (Tax - Subsidies) 7.2 10.8 2.6 10.4 0.9 5.0 -2.2 4.9

* Retail-Wholesale Trade. Transport-Storage. Accommodation-Catering
** Public Administration. Education. Human Health and Social Work Activities
Source: TURKSTAT. Akbank

Table 2. Contribution to GDP Growth from the Production Side (Percentage Point)

Annual Growth Quarterly Growth (seas. adj.)
2024-Q1 2024-Q2 2024-Q3 2024-Q4 2024-Q1 2024-Q2 2024-Q3 2024-Q4

GDP 5.4 2.4 2.2 3.0 1.0 -0.2 -0.1 1.7
Agriculture 0.1 0.1 0.4 0.2 0.1 0.0 0.0 0.1
Industry 0.9 -0.3 -0.4 0.3 0.3 -0.5 -0.1 0.5
Manufacturing 0.6 -0.5 -0.4 0.2 0.2 -0.5 -0.1 0.5
Construction 0.6 0.3 0.5 0.4 0.2 -0.1 0.2 0.1
Services 2.7 1.6 1.1 1.5 1.2 -0.1 -0.1 0.7
Core Services* 1.1 0.9 0.4 0.8 0.7 0.1 -0.4 0.5
Information and Communication 0.2 0.1 0.1 0.1 0.1 0.0 0.0 0.0
Financial and Insurance Activities 0.4 0.1 0.4 0.1 0.1 0.0 0.1 0.0
Real Estate Activities 0.2 0.3 0.2 0.1 0.0 0.1 0.0 0.0
Profes. Adm. and Support Services 0.3 0.0 0.0 0.0 0.2 -0.2 0.0 0.0
Public Administration** 0.5 0.0 0.1 0.1 0.0 -0.1 0.1 0.1
Other Services 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.1
Net Taxes (Tax - Subsidies) 0.8 1.2 0.3 1.2 0.1 0.6 -0.3 0.6

* Retail-Wholesale Trade. Transport-Storage. Accommodation-Catering

** Public Administration. Education. Human Health and Social Work Activities

Note: Totals may not sum up to GDP growth due to chain index method.

Source: TURKSTAT, Akbank

In 2024, growth was 3.2%, with construction value added growing at the highest rate (9.3%) across the
main sectors. While GDP growth slowed compared to last year (5.1 %), construction value added
growth accelerated (2023: 7.2%). As we have highlighted before, construction activity in the
earthquake zone played an important role in the high growth in the last two years. We expect this
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effect to diminish in 2025. Comparing sectoral value added growths in 2023 and 2024, annual growth
increased from 0.2% to 3.9% in agriculture, but declined from 1.7% to 0.5% in industry, from 5.6% to
2.8% in services and from 12.6% to 7.7% in net taxes. Thus, the slowdown in growth was mainly driven
by services and industry. The slowdown in services value added growth was spread across all sub-items
except information and communication. Nevertheless, core services, financial and insurance services,
and information and communication services still managed to grow faster than total services in 2024,
at 3.%, 4.9% and 3.4%, respectively.

Expenditure Side:

In the final quarter of 2024, both annual and quarterly growth were driven by domestic demand
(Tables 3 and 4, Chart 5). Therefore, the rebalancing in economic activity (across demand components),
that was thought to have started after the third quarter data, did not continue in the last quarter. Net
exports made a downward contribution to quarterly and annual growth by 1.8 points and 0.8 points,
respectively (Table 4). Both the contraction in exports and the rise in imports contributed to this
development. We have drawn attention to the deterioration in the underlying trend in foreign trade
and balance of payments data for the last quarter (Macro: Balance of Payments - December 2024). In
our view, both the recovery in domestic demand and the real appreciation of the Turkish lira were
responsible for the negative contribution of net exports.

We calculate that domestic demand grew by 3.6% qoq and 3.8% yoy in the last quarter (Table 3,
Chart 9). The increase in domestic demand was driven by both private consumption and investment.
Private consumption expenditures rose by 4.3% qoq and 3.9% yoy, faster than GDP (Chart 6). This was
signalled by high-frequency card expenditure data and the rise in the retail sales volume index in the
last quarter. On the other hand, public consumption posted a more limited increase of 1.6% yoy and
0.2% qoq (Chart 6). On the investment side, annual growth was stronger than consumption at 6.1%,
while construction investments posted a relatively stronger increase on the expenditures side as well
as on the value-added side. Construction investments increased by 9.7% yoy, while the increase in
machinery-equipment investments was more limited with 4.2%. On a quarterly basis, investments
increased by 3.9%, while the rise in machinery-equipment investments (3.9%) was stronger than that
in construction investments (2.4%) (Table 3, Charts 7 and 8). Meanwhile, change in stocks continued
to make a negative contribution to both annual and quarterly growth (-0.9 and -0.7 points,
respectively). Due to the statistical error and the persistent negative trend, it is not possible to
interpret these data in an economic sense.

Chart 5. GDP ve Final Domestic Demand Chart 6. Consumption Expenditures
(Seasonally adjusted. 2009=100) (Seasonally adjusted. 2009=100)
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Chart 7. Investment Expenditures
(Seasonally adjusted. 2009=100)

Chart 8. Goods and Services Exports and
Imports (Seasonally adjusted. 2009=100)

400 e |nvestment
350 Construction
== \achinery-Equip,

300
250
200
150
100

1‘2‘3‘4 1‘2‘3‘4 1‘2‘3‘4 1‘2‘3‘4 1‘2‘3‘4 1‘2‘3‘4
2019 | 2020 | 2021 | 2022 | 2023 | 2024

Source: TURKSTAT, Akbank
Chart 9. Domestic demand
(Seasonally adjusted. 2009=100)
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Chart 10. Private Consumption
(Seasonally adjusted. 2009=100)
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In 2024, both domestic demand and net exports contributed to annual growth. However, the higher
contribution came from domestic demand with 2.1 points, while the contribution from net exports
was 1.1 points. The contribution from net exports came from the increase in exports (0.2 points) and
the slowdown in imports (0.9 points). However, we think that the slowdown in gold imports played a
role in the contribution from the import side rather than the slowdown in core imports. In this sense,
we estimate that the contribution of net exports excluding gold to annual growth was not as large as
reported. The main item that reduced the contribution from domestic demand was the -1.8 pp
contribution from the “change in stocks”. Final domestic demand that excludes stock changes added
3.9 points to annual growth. Of this, 2.8 points came from private consumption and the rest from
construction-related investment.

Looking at the 2024 data from the annual growth side, we see that private consumption growth
declined to 3.7% after high double-digit growth in the previous three years, but still outpaced GDP
growth. Annual growth in public consumption falls from 2.4% to 1.2%. This is the lowest growth rate
for public consumption since 2011. Investment grew by 3.9% in 2024. In 2023 it grew by 8.4%. Annual
growth in construction investment increased from 3.8% to 9.0%, while investment in machinery and
equipment fell by 0.3% in 2024 after rising by 12.8% in 2023. Investment in machinery and equipment
contracted on an annual basis for the first time since 2019. Exports increases marginally by 0.9% in
2024, after falling by 2.8% in 2023. Imports, on the other hand, contracted by 4.1% in 2024 after rising
by 11.8% in 2023. The fall in gold was also very effective in this decline.
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Table 3. The Growth of GDP and Sub-Items from the Expenditures Side (%)

Annual Growth Quarterly Growth (seas. adj.)

2024-Q1 2024-Q2 2024-Q3 2024-Q4 2024-Q1 2024-Q2 2024-Q3 2024-Q4
GDP 5.4 24 22 3.0 1.0 -0.2 -0.1 1.7
Total Consumption 6.7 1.0 2.3 3.5 0.7 -0.2 -0.1 3.7
Private Consumption 7.3 12 26 3.9 0.6 -0.4 -0.2 43
Public Consumption 33 -0.2 0.1 16 14 10 0.1 0.2
Investment 9.1 0.8 -0.1 6.1 23 -2.9 2.8 3.9
Construction 8.7 7.8 9.9 9.7 4.7 03 1.9 24
Machinery and Equipment 10.2 -5.6 -8.3 4.2 3.2 -6.8 4.1 3.9
Other Assets 29 -0.9 -1.2 3.8 -8.9 4.2 0.4 8.9
Exports 5.1 0.8 0.7 -2.0 3.6 -4.1 3.1 -3.3
Imports -3.2 -5.9 -9.6 16 -4.0 0.8 1.1 5.2
Domestic Demand 3.7 0.9 0.1 3.8 -0.7 1.0 -1.0 3.6
7.2 1.0 1.8 4.1 1.1 -0.8 0.5 3.8

Final Domestic Demand

Source: TURKSTAT, Akbank

Table 4. Contribution to GDP Growth from the Expenditures Side (Percentage Point)

Annual Growth Quarterly Growth (seas. adj.)

2024-Q1 2024-Q2 2024-Q3 2024-Q4 2024-Q1 2024-Q2 2024-Q3 2024-Q4
GDP 5.4 24 2.2 3.0 1.0 -0.2 -0.1 1.7
Total Consumption 5.9 0.9 1.9 3.2 0.6 -0.2 -0.1 3.3
Private Consumption 55 0.9 1.9 3.0 0.5 0.3 -0.1 3.2
Public Consumption 0.4 0.0 0.0 0.2 0.2 0.1 0.0 0.0
Investment 23 0.2 0.0 15 0.6 -0.7 0.7 1.0
Construction 0.8 0.7 0.8 0.8 0.4 0.0 0.2 0.2
Machinery and Equipment 1.3 -0.7 -1.1 0.5 0.4 -0.9 0.5 0.5
Other Assets 0.1 0.0 0.0 0.1 -0.3 0.1 0.0 0.3
Changes in Stocks -4.6 -0.2 -1.9 -0.9 -1.9 1.9 -1.6 -0.7
Net Exports 1.9 15 2.2 -0.8 17 -11 0.9 -1.8
Exports 1.2 0.2 0.2 -0.5 0.8 -1.0 0.7 -0.8
Imports 0.7 1.3 2.0 -0.4 0.8 -0.2 0.2 -1.0
Domestic Demand 3.6 0.9 0.1 3.8 -0.7 0.9 -1.0 3.5
8.2 1.1 1.9 4.7 1.2 -0.9 0.6 4.2

Final Domestic Demand

Source: TURKSTAT, Akbank
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Output Gap:

One of the important assessments in recent monetary policy decision texts is that demand conditions
have reached disinflationary levels, in other words, the output gap is negative (Macro: MPC Decision -
January 2024). In the current conjuncture, where unemployment is quite low and sectoral divergences
are evident, it is not easy to draw conclusions about the level of the output gap; therefore, we believe
that an approach that reflects the dynamics of the current period is needed.

Similar to the CBRT's current approach, output gap indicators, which we construct by taking into
account the goods/services market (business cycles) and credit (financial cycles), move into negative
territory in the second half of 2024 in line with the inflation report, but the gap closes again in the last
quarter (Chart 11). On the other hand, as of January, the unemployment rate (s.a.) stood at 8.4%,
around 2 points below its historical average (Chart 12), and signs of overheating persist in some
services sectors (Chart 13).

Chart 11. GDP and Credit-Based Output Gap Chart 12. Unemployment Rate (demeaned
(quarterly. %) and reversed, %)
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In this period, defining the output gap as a combination of the goods/services market, the credit
market and the labor market may lead to a different assessment of aggregate demand conditions.
Chart 14 presents the output gap indicators that we construct by taking into account the
unemployment rate in addition to GDP and credit. In order to combine the GDP gap, credit gap and
unemployment gap with the most appropriate weights, we estimate Phillips equations explaining core-
B inflation. This graph shows the results of the two models with the best out-of-sample forecasting
performance. Thus, we conclude that demand conditions are not as disinflationary as the CBRT
believes.
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Chart 13. Output Gap in Services

Chart 14. GDP-Credit-Unemployment Based

(monthly, %) Output Gap (quarterly, %)
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sources on a bona fide basis, and without consideration to establishing any guarantee and assurance for establishing a basis for any informed
decision under any name or form, in terms of their accuracy, validity and effectiveness, and thus it has only been gathered for information
purposes. Akbank TAS, Ak Yatirim AS and their employees will not be held responsible for any damages resulting from the comments included in
this report such as lack of information and/or updates. Akbank TAS and Ak Yatirim AS may modify and/or remove the above information and
recommendations at any time, without having to serve any prior notice and/or warning in any way, manner or form. Since this report and
comments, the comprehensive information and recommendations which have been prepared in the form of general investment suggestions for
the purpose of providing general information do not include any commitment by Akbank TAS and Ak Yatirim AS, the consequences of any
decisions taken, conclusions reached, transactions made and any risks caused by any private and/or legal person based on such information will
therefore rest with such persons. For this reason, Akbank T.A.S., Ak Yatirim A.S. and their employees shall not by any means or in any manner be
liable for any material and moral damages, loss of profits, or any direct and/or indirect damages, whatsoever, incurred by the persons concerned
or 3rd parties, as a result of the decisions taken, conclusions reached, or transactions performed by private and/or legal persons due to reliance
on the information contained in this report, the comments and recommendations herein, and the persons concerned understand and accept
that they are not entitled to claim any indemnity, whatsoever, from Akbank TAS, Ak Yatirim AS and their employees for any damages suffered/to
be suffered. The information given in this report, and the comments and recommendations contained herein do not constitute an "investment
consultancy" service and/or activity, but fall within the scope of a general investment consultancy activity, and individuals and entities willing to
receive an investment consultancy service must contact entities and institutions that are authorized to provide such service and obtain such
service under a service agreement pursuant to the legislations of CMB. Investment consultancy services are offered under an investment
consultancy agreement to be signed between brokerage houses, portfolio management companies, banks that do not admit deposits and the
clients. The comments and recommendations contained herein depend upon the personal opinions of the persons who make the comments and
recommendations. Since such opinions have been arranged in the scope of a general investment consultancy activity they do not contain reports,
comments and recommendations specific to a person, and may therefore not suit your financial status, risk and return preferences. Thus, making
investment decisions solely based on the information contained herein might not bring an outcome that meets your expectations.
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